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Abstract
Purpose of the article: Management has traditionally used financial information for strategic 
decision-making. This study investigates the value relevance of financial information contained 
in earnings per share and operating cash flow per share for strategic decision-making and hence 
performance. It utilized secondary data extracted from annual reports and accounts of forty-
three (43) listed firms on the Nigerian Stock Exchange over the period of 2006–2017.
Methodology/methods: The collected data were subjected to analysis using the non-linear 
symmetric Generalized Autoregressive Conditional Heteroscedasticity (GARCH (1 1)) model, 
which is capable of handling time varying properties of financial time series to measure the 
statistical significance of the association between the variables of interest.
Scientific aim: The paper is aimed at empirically investigating the value relevance of financial 
information to ascertain its potency for handling strategic decisions of listed firms in Nigeria. 
This is to digress from the contextual factors in the decision-making process and construct an 
integrated link between value relevance research and strategic management.
Findings: The study found that earnings per share and operating cash flow per share are 
individually and jointly value relevant in strategic decisions and performance.
Conclusion: It is necessary to pay attention to the financial information system of an 
organization to enhance the quality of services it can provide to strategic management. It is 
necessary to pursue the fundamental quality of relevance that guarantees predictive, materiality 
and confirmatory values and enhancing quality that measures usefulness by both management 
and regulators.
Keywords: conditional variance, information system, persistence function, announcement 
effect, predictive value
JEL Classification: M1, M21, L25
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Introduction
Strategic decision-making is largely the re-
sponsibility of senior management of firms 
and it is concerned with choosing from 
among alternative corporate level strategies, 
i.e. among expansion, stability, retrenchment 
and combination strategies. Strategic decisi-
ons are usually complex, non-routine, highly 
unstructured and shaped by contextual in-
fluences of the past, present and future (No-
oraie, 2012). Socea (2012) characterized a 
decision by the following: seeing a problem 
and the need for a solution, using relevant 
information to illuminate the problem by 
bringing out its ramifications and possible al-
ternatives, and making selection on the basis 
of selection criteria.
It is the expectation of the management that 
the organization’s information system should 
support strategic decision making for effecti-
ve performance (Laudon, Laudon, 2010). 
Unarguably, decision-making will be a futile 
exercise without financial information. Socea 
(2012) found that financial information helps 
managers to know about the past and present 
conditions of their organizations and then 
prepare for future activities and decisions. 
Thus, basic financial reports serve as impor-
tant sources of information for strategic deci-
sions. Ebiaghan (2018) alluded to this in his 
investigation of the extent to which earnings 
and operating cash flow data can predict futu-
re operating cash flows. Financial information 
is usually prepared according to standard ru-
les and regulations. The indicators of financial 
stability, liquidity, self-financing, general effi-
ciency, and profitability are revealed by finan-
cial information and are believed to be useful 
in strategic decisions (Butterfield, 2016).
Clearly, for financial information to impact 
on strategic decision-making, it must be va-
lue relevant. The value relevance literature 
seeks to determine the degree to which a 
specific financial variable affects users’ de-
cisions and consequently, the value of a firm. 
Amir et al. (1993) were the first to use the 
term value relevance with the meaning of 
how well accounting data reflect information 
used by equity investors. Holthausen, Watts 
(2001) state that a financial variable is value 
relevant, if it exhibits the predicted associati-
on with a measure of market value. Brimble 
(2003) added that the impetus to examining 
value relevance is that the accounting func-
tion provides information which reflects firm 
performance and consequently should be re-
flected in stock prices as a relevant metric of 
returns to shareholders. In view of the fore-
going, this current study is motivated largely 
by the need to investigate the value relevan-
ce of a firm’s financial information on its per-
formance as reflected by the strategic decisi-
ons made on the basis of such information.
A plethora of studies has looked at the 
impact of accounting variables on firm per-
formance. However, the issue of whether 
financial information is value relevant for 
strategic decision of a firm has not recei-
ved rigorous study from the perspective of 
emerging economies of Africa in general and 
Nigeria in particular. Even studies that have 
examined financial variables and firm per-
formance have adopted ordinary least square 
methodology and assume homoscedastici-
ty in the data. This study differs from these 
prior works in the following ways. Firstly, 
the financial variables selected for this stu-
dy are those that value relevant studies have 
established as value relevant in Nigeria (see 
Omokhudu, Ibadin, 2015). Secondly, this 
paper adopts the non-linear Garch model, 
which enables us to control for time varying 
properties present in share price and other fi-
nancial variables. This is to ensure that the 
weakness pointed out by Appiah-Kusi, Me-
nyah (2003) that any efficiency test models 
which do not control for time varying risk 
premium are likely to be using an inappro-
priate model is catered for. It is believed that 
the outcome of this study will present the 
results which are more realistic than those 
where heteroscedasticity in data is not cap-
tured in the method of analysis.
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1.  Objectives/ rationale
The concept of information and decision-
-making is multifaceted and has been app-
roached from different fields. Accordingly, 
agreement is yet to be reached on the mecha-
nism of decision-making (Nooraie, 2012). 
The literature on strategic decision-making 
has concentrated on the processes and fac-
tors affecting decision-making. Contextual 
factors, namely: decision specific, internal 
organizational, external environmental and 
management team characteristics, influ-
encing strategic decision-making process 
have been rigorously studied (see, Dean, 
Sharfman, 1993; Fredrickson, 1986; Hitt, 
Tyler, 1991; Miller, 1987; Noorarie, 2011, 
2012; Schilit, 1987; Sinha, 1990; Wally, 
Baum, 1994). However, the perceived gap 
in the existing literature is that not much has 
been done to advance our understanding of 
the qualitative characteristics of the infor-
mation used in strategic decision-making. 
There have been no concerted efforts to link 
value relevance in capital market research 
with strategic management research. To this 
end, the understanding that the strategic de-
cisions of a firm must result to an increase in 
the firm’s market value seems to have been 
ignored.
Generally, both financial and non-financial 
information is considered in decision-ma-
king. With respect to financial information, 
the basic question can be posed as: Is the 
information contained in earnings per share 
(EPS) and operating cash flow per share 
(OCFPS) value relevant in the firm’s strate-
gic decision-making and performance mea-
sured by the share price volatility? Resolving 
this issue is the fulcrum of this study. To this 
end, secondary data on earnings per share, 
operating cash flow per share, and share pri-
ce of listed equities are analysed to address 
the following specific objectives:
(i)  To examine the value relevance of in-
formation contained in EPS on strategic 
decision-making and performance;
(ii) To determine the value relevance of in-
formation contained in OCFPS on stra-
tegic decision-making and performan-
ce; and
(iii) To investigate the value relevance of 
information contained in both EPS and 
OCFPS on strategic decision-making 
and performance.
2.  Literature review
2.1  The financial information function
Essentially, the financial information activi-
ties of any organization are handled by the 
accounting information system. An organi-
zation’s accounting function is an integral 
part of the management information system 
which collects, processes, stores, and dis-
seminates information about the economic 
activities of an organization. The essence is 
to allow informed decision by users (Hall, 
2010). Generally, there are two broad cate-
gories of users namely; internal users and ex-
ternal users. The management, as an exam-
ple of internal users, draws information from 
both the strategic management accounting 
function and the financial accounting func-
tion.
Atrill et al. (2014) believed that when 
accounting is viewed as an information sys-
tem, it entails four sequential phases:
(i)  Identification and capturing of relevant 
financial data;
(ii) Recording of the collected data;
(iii) Analysis and interpretation of data; and
(iv) Reporting the relevant information in a 
manner that meets users’ expectations.
The analysis and reporting activities faci-
litate the decision-making process. Accoun-
ting is a framework of analysis constituting 
common references and a representation 
system. Therefore, what is accounted shows 
the vision and the sense that organizational 
members have about the reality of their orga-
nizations (Boland, 1993). Anderson (2008) 
has shown that the economic analysis of 
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financial accounting information is an in-
dispensible tool to support decisions. Hall 
(2010) added that it helps managers develop 
knowledge about the organization. Socea 
(2012) encapsulates financial informati-
on role in managerial decision-making to 
include:
(i)  Helps managers know what happened 
in the past and what the current situation 
is;
(ii) Makes visible those events that are not 
perceptible by daily activities;
(iii) Provides a quantitative overview of a 
firm; and
(iv) Helps managers prepare for future acti-
vities and decisions.
With respect to the fact that accounting 
provides services to strategic management, 
the quality of this service has a profound 
effect on the quality of strategic decisions 
(Calvasina et al., 2006). In the accounting li-
terature, the quality of financial information 
that makes it useful is categorized into fun-
damental qualities and enhancing qualities. 
Butterfield (2016) identified relevance and 
faithful representation as the two elements 
under fundamental quality. Relevance me-
ans having predictive value, materiality, and 
confirmatory value. The enhancing qualities 
that add to the usefulness of information are 
the comparability, timeliness, verifiability, 
and understandability. Financial information 
which meets these criteria certainly enhances 
decision-making (Atrill, McLaney, 2009).
2.2   The concept of value relevance of 
financial information
Strategic decisions are facilitated by the 
availability of information to decision mar-
kers. The information could be firm-specific 
information or macro-economic informa-
tion. Firm-specific information is obtained 
from the financial reports produced by the 
accounting system. Therefore, the relevan-
ce of any accounting information lies on 
the fact that it assists in analysing the firm’s 
current performance and value, as well as 
in predicting future financial performance 
(Menike, Prabath, 2014). Clearly, the lite-
rature on value relevance is concerned with 
investigating the nexus between a particular 
financial information and firm performance 
in order to provide an assessment of its use 
or proposed use in financial analysis. Thus, 
relevance is concerned with the ability of in-
formation to exert influence on managemen-
t’s decisions. Information in this context is 
understood to mean a change of expectations 
in the outcome of an event such that financial 
information is value relevant if it lead to a 
change in the management’s assessment of 
the probability distribution of future returns 
(Ali, 2017). Beaver (1968) added that a suffi-
ciently large change must occur to induce a 
change in decision marker’s behaviour.
As suggested by Francis, Schipper (1999), 
there are four possible alternative interpre-
tations of value relevance. The first views 
accounting information as leading stock 
prices by capturing intrinsic or theoretical 
share values. Thus, profit generated from im-
plementing accounting trading rules such as 
the filter rule, becomes a measure of value 
relevance. The second interpretation of value 
relevance is that a valuation model takes va-
riables from the financial statement informa-
tion. Also, a statistical association between 
accounting information and market value 
especially where the aim is to measure whe-
ther investors actually use the information 
in setting prices serves as the third interpre-
tation. The final interpretation is where the 
correlation between accounting information 
and market values are statistically examined 
in a long window perspective.
Beaver (2002) avers that value relevance 
research examines the association between 
a security price as dependent variables and 
financial variables as independent variables. 
Dontoh et al. (2004) and Delkhosh, Poorka-
zem (2016) clarify this by highlighting four 
perspectives of value relevance. The first is 
the predictive view of value relevance which 
states that an accounting number is relevant 
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if it can be used to predict future earnings, 
cash flows and dividends. The second is the 
information view which measures value re-
levance in terms of market reactions to new 
information. Thirdly, the fundamental analy-
sis view which measure relevance in terms 
of whether the portfolios formed on the basis 
of accounting information are associated 
with abnormal returns. Finally, there is the 
measurement view where the ability of the 
financial statement to capture or summarize 
information affecting equity value makes it 
value relevant.
To illustrate the concept of value relevan-
ce, studies have empirically analysed the 
statistical significance of financial numbers. 
These studies used the coefficient of deter-
mination, R2 as the primary measure of re-
levance and usually estimate the following 
three models:
 Pit = βo + β1Eit + ɛit, (1)
 Pit = βo + β1BVit + ɛit, (2)
 Pit = αo + α1Eit + α2BVit + ɛit. (3)
The equation (1) is to examine the value 
relevance of earnings while the equation (2) 
is to examine the value relevance of book 
value. The equation (3) is to examine the 
combined impact of earnings and book va-
lue within Ohlson (1995) framework. P is the 
share price which is a measure of firm value 
or performance.
Holthausen, Watts (2001) categorized 
value relevance studies into three groups, 
namely, relevance association studies, in-
cremental association studies and margi-
nal information content studies. Relevan-
ce association studies are concerned with 
comparing the association between stock 
market values or changes therein and alter-
native bottom line measures (Harris, Muller, 
1999; Osundina et al., 2016). The justificati-
on for comparing the explanatory power of 
income numbers as suggested by Dhaliwal 
et al. (1999) is that the one with the highest 
association is more consistent with the in-
formation used in the determination of per-
formance. This submission emanates from 
the theory underlying many value-relevance 
studies that view accounting as supplying in-
puts for equity or firm valuation (Lambert, 
1996). Incremental association studies focus 
on investigating, using the regression model, 
whether the accounting number of interest is 
helpful in explaining value or returns over 
long windows given other specified varia-
bles. If the estimated regression coefficient 
is significantly different from zero, then that 
accounting number is deemed to be value re-
levant (Alam et al., 2011; Malik, Ali, 2013). 
Marginal information content studies investi-
gate whether a particular accounting number 
adds to the information set available to ma-
nagement and investors. Typically, they use 
event studies or short window return studies 
to determine if the release of accounting in-
formation (conditional on other information 
released) is associated with value changes. 
Stock price reaction would constitute evi-
dence of value relevance (Amir, Lev, 1996; 
Vincent, 1999).
2.3   The concept of strategic decision and 
performance
Decision-making is one of the most important 
functions of any manager. It involves choo-
sing from among alternatives that course of 
action which will facilitate the realization of 
set objectives. While decision pertains to all 
managerial functions, strategic decision-ma-
king largely relates to the responsibilities of 
senior management. Ideally, strategic decisi-
ons should produce some strategic outcomes 
which reflect the expected results at the end 
of a specified period. Accordingly, a strate-
gic outcome is a desired societal state or end 
result to which an organisation’s efforts are 
ultimately directed (Constantinos, Vassilis, 
2003). It signifies performance which is the 
achievement of organizational objectives 
(Bourguignon, 1995). According to Marn, 
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Romuald (2012), corporate performance 
relates to the process by which limited re-
sources at the disposal of an organisation are 
utilised effectively and efficiently to meet the 
general objective of the organisation for both 
present and future opportunities.
Despite the fact that firm performance is a 
common construct and frequently used de-
pendent variable in strategic management, 
there is yet no consensus on its dimension 
and measurement. However, the multi-di-
mensional model of performance presented 
by Santos, Brito (2012) based on their review 
of 117 empirical articles in ten journals over 
the period 1995 to 2006, and applying con-
firmatory factor analyses with data from 116 
senior managers of Brazilian firms, indicates 
market value as a construct of performan-
ce and stock price volatility as its measure. 
Al-Farah et al. (2014) added that the perfor-
mance of a firm’s stock is the real face relied 
on by investors and management to judge fir-
m’s success and appropriateness of manage-
ment policies and procedures. Accordingly, 
this study adopts stock price volatility as a 
proxy for strategic decision and performance 
and it will be modelled as the conditional va-
riance of stock return.
2.4  Empirical review
Stock price reaction to earnings has been 
examined to measure the effect of account-
ing information on share price and to predict 
future financial performance and decision-
-making. Lee, Park (2000) examined the re-
lationship between the stock price and ear-
nings announcement. Specifically, the study 
investigated which between interim quarter 
earnings and fourth quarter earnings has 
more influence on the stock price. A samp-
le of 265 listed companies on the New York 
Stock Exchange was used with data covering 
the period from 1994 to 1999. Applying the 
OLS framework, and focusing on the value 
of R2, the study found a lower earnings’ re-
sponse coefficient, albeit rapid adjustment 
to new equilibrium levels of prices, and a 
higher R2 of fourth quarter announcement 
than interim quarter announcement.
Belkaoui, Picur (2001) investigated the 
impact on the market share price of cash 
dividend and retained earnings. The study 
used 256 US multinational companies with 
data spanning from 1992–1998. Using the 
linear model of valuation, the study revealed 
that the market share price of the companies 
are greatly determined by retained earnings 
than cash dividend. The study concluded that 
accounting information positively influences 
the share price.
Wang et al. (2013) examined accounting 
information and stock price reaction of listed 
companies at the Shanghai Stock Exchange. 
Using data from 60 listed firms in 2011, the 
study considered the following accounting 
variables: EPS, receivable turnover ratio, 
return on equity (ROE), income from main 
operation ratio, liquidity ratio, quick ratio, 
and inventory turnover ratio. Applying the 
correlation analysis and stepwise regression, 
it was found that all the accounting variables 
were positively correlated with the stock pri-
ce. However, only the EPS and ROE showed 
a statistically significant correlation. When 
these two accounting variables were fitted 
into a regression model, they maintained a 
positive and statistically significant relation-
ship with the share price and jointly explain 
49% of the variations, judging from the R2 
value of 0.486.
Menike, Prabath (2014) investigated the 
impact accounting variables have on the 
stock price using a sample of 100 firms listed 
on the Colombo Stock Exchange over the pe-
riod 2008 to 2012. The accounting variables 
studied were dividend per share (DPS), EPS, 
and book value per share (BVPS). Using 
simple and multiple regression models, the 
study found each of the accounting variables 
to have a positive and significant relation-
ship with the share price. Both in the case of 
the year by year analysis and analysis of the 
entire period, the data produced significant 
positive values for the parameter estimates. 
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The R2 reported in the multiple model was 
37%. The study concluded that the three 
accounting variables impact on the share 
price but with the highest influence coming 
from the DPS followed by the EPS. The stu-
dy recommended that investors should use 
the information contained in the DPS first, 
before considering the other two variables in 
making investment decisions.
In Nigeria, some empirical studies have 
addressed accounting information and stock 
price reaction and volatility. The study by 
Mgbame, Ikhatua (2013) examined the effect 
of the EPS, DPS, and BVPS on stock price 
volatility. The study used ten randomly se-
lected quoted firms at the Nigerian Stock Ex-
change and data for the period 2000 to 2010. 
It implemented the GARCH (1 1), EGARCH 
(1 1), and TGARCH (1 1) models and found 
evidence of price volatility. The DPS was re-
ported to significantly affect price volatility 
in the three models while the EPS and BVPS 
were significant in the EGARCH (1 1) and 
TGARCH (1 1) models only. In conclusion, 
the study submits that stock price volatility 
is influenced by accounting information and 
recommends the regulation of accounting 
disclosure by relevant accounting agencies.
Omokhudu, Ibadin (2015) examined the 
extent of association of accounting informa-
tion with firm value to ascertain value rele-
vance of accounting information in Nigeria. 
Data on the BVPS, DPS, EPS, and operating 
cash flow per share (OCFPS) for the period 
1994 to 2013 of 47 randomly selected firms 
were collected and analysed using the poo-
led and panel OLS estimation techniques. It 
was found that the EPS, OCFPS, and DPS 
were significantly associated with firm va-
lue measured by the share price. Though the 
BVPS was related to the share price, it was 
not statistically significant. They recommen-
ded that investors should focus on the sig-
nificant accounting variables when making 
investment decisions.
Osundina et al. (2016) investigated accoun-
ting information and stock price volatility 
using five selected listed manufacturing 
firms in Nigeria. The study covered a peri-
od of ten years from 2005 to 2014. The se-
condary data on the daily stock price, EPS, 
BVPS, P/E ratio, and DPS were collected and 
the OLS method was applied. The results ob-
tained showed that apart from the P/E ratio, 
the other accounting variables have a posi-
tive and significant impact on stock price 
volatility. The cross-sectional fixed effect 
model also revealed that the four accounting 
variables jointly impact on price volatility. 
The F-statistics was significant at 1% and R2 
was 89.1%. Based on the statistical eviden-
ce, the study recommends better disclosure 
of accounting information and maintenance 
of high ethical standards in accounting infor-
mation preparation and presentation.
3.  Data and methods
The secondary data used for this study were 
collected from a population comprising all 
listed firms on the Nigerian Stock Exchange 
(NSE) over the period January 1 2006 to 
December 31 2017. The Nigerian Stock 
Exchange (2017) puts the number of listed 
firms at 29 December 2017 to be 172. Ho-
wever, sample was drawn from this popula-
tion using a simple random technique. This 
study used the data of forty-three (43) firms, 
which is 25% of the population. Clearly, the 
sample is adequate. Again, the firms selec-
ted were those that met certain requirements 
such as: the firms have published financial 
statements consistently over the time frame 
of the study, and there have been active tra-
ding on their shares.
The data for the study are the accounting 
data on earnings per share, operating cash 
flow per share, and share price at the last 
trading day of the year. These were obtained 
from the financial statements of the firms 
concerned, NSE Fact book, Central Securi-
ties Clearing System (CSCS) Ltd, and NSE 
daily price quotation.
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3.1  Model specification
Stylized facts in the empirical literature 
characterised stock prices by volatility poo-
ling (large changes in return is followed 
by large changes in volatility), leptokur-
tic distribution (returns tend to be fat-tai-
led) and leverage effect (bad news tends to 
increase volatility more than good news) 
(Frimpong, Oteng-Abayie, 2006; Okpara, 
2010; Omokehinde et al., 2017; Owidi, 
Mugo-Waweru, 2016). As a result of these 
characterizations, the auto-regressive con-
ditional heteroscedasticity (ARCH) family 
models are more potent means of estima-
tion than the ordinary least square (OLS). 
One of the essential assumptions in the use 
of the OLS model is homoscedasticity which 
specifies the constant variance and standard 
deviation of the error term, that is, time inva-
riant. Where however the error term is time 
varying or changes for some range of data, 
then we have a situation of heteroscedastici-
ty. In addition, the estimated errors, as well 
as the confidence interval, tend to be too thin 
when the OLS is applied to heteroscedastic 
data and will yield spurious result.
Again, in modelling stock price volatili-
ty, it is more appropriate to simultaneously 
model stock return and its variability mea-
sured by the conditional variance of the re-
siduals. This makes the modelling process 
more informative from the perspective of 
decision-making. Clearly, OLS modelling is 
inappropriate in these circumstances. Using 
the above background, the analytical model 
for this study is the GARCH (1 1) model.
3.1.1  GARCH Model
The GARCH model, usually credited to 
Bollerslev (1986), is an extension of the ba-
sic ARCH model of Engle (1982). It is known 
to capture volatility clustering better than the 
ARCH (q) model because of its small num-
ber of predictors and simple structure. The 
basic GARCH (1 1) model is expressed as:
 Rt = α0 + α1Rt–1 + ut , (4)
 ut /ϕt ≅ iid N(0, ht),
 ht = β0 + β1u2t–1 + β2ht–1 + β3AVi , (5)
 β0 > 0, β1 ≥ 0 , β2 ≥ 0.
Equation (4) is the mean equation and it 
is essentially an autoregressive model for re-
turns. Rt is the returns at time t and Rt–1 is its 
lagged values. ϕt is the information set avai-
lable at time t.
 Rt = (Pt – Pt–1)/Pt–1, (6)
where:
Pt the share price at time t,
Pt–1 previous period’s price.
The equation (5) is the variance equation 
and it states that the value of the variance 
scaling parameter, ht , depends on the past 
values of the shock captured by the lagged 
square residual term, u2t–1, and on its own 
past value, ht–1. Now, if the estimates β1 and 
β2 are positive and significant, then there is 
volatility clustering. Clearly, the conditional 
variance, ht, is the volatility at time t and it is 
a weighted average of variance forecast aris-
ing from β0, β1 and β2. β0 is the constant vari-
ance corresponding to the long-run average. 
β1 transmits news about volatility from the 
previous period and it is the first order ARCH 
term, and β2 is the information that was una-
vailable when the previous forecast was 
made and it is the first order GARCH term 
(Emenike, Aleke, 2012).
AVi captures the accounting variables of 
the EPS and OCFPS (operating cash flow 
per share). This will help determine the influ-
ence of accounting information on the share 
volatility. If the estimate β3 is positive, then, 
that particular accounting variable has posi-
tive effect on volatility and otherwise if it is 
negative. Of course, the statistical significan-
ce needs to be considered.
Furthermore, β1, the estimate of the ARCH 
term, can be seen as news announcement 
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effect and β2, the estimate of the GARCH 
term, as the persistence or response func-
tion. The sum of β1 and β2 is an estimate of 
the rate at which the impulse response func-
tion decays. A very high value, i.e. close to 
or exceeding the unity, signifies that shock 
dies down slowly. Implicitly, if there is a new 
shock, it will have an impact on the return 
for a long time. A stock market that exhibits 
this behaviour is symptomatic of a market 
where old information is more important 
than recent information. Technical analysis 
as a means of analysing market behaviour 
can be profitably employed in such markets 
(Dimitrios, Hall, 2007).
4.   Presentation and discussion of results
The results of the descriptive statistics of the 
variables is presented in Table 2.
Table 2 shows the mean value of all the 
variables, namely share returns, earnings 
per share (EPS) and operating cash flow per 
share (OCFPS). For instance, the mean re-
turn is 0.28 (28%), while the mean EPS and 
OCFPS are 3.71 and 7.95 respectively. The 
mean EPS implies that the average value 
of the EPS for all firm-year observations is 
3.17 kobo. Similarly, the OCFPS mean value 
implies that for all firm-year observations, 
average value is 7.95 kobo. The maximum 
Table 1.  Definition of Variables and Parameters.
Rt
Share returns at time t and it is equal to share price at time t less its previous period’s price 
divided by previous period’s price.
Rt–1 (also RET(–1)) Lagged value of returns.
EPS Earnings per share (measured as profit after tax less preference dividend divided by number of ordinary shares ranking for dividend.
OCFPS Operating cash flow per share (measured as operating cash flow divided by the number of ordinary shares.
Φt Information set that is available at time t.
β1
Coefficient of Arch term, which measures the magnitude of the shock of the news. Alternatively, 
it measures the symmetric effects of the last period shocks on current volatility.
β2
Parameter that measures persistence in the conditional variance or parameter of the Garch 
component. It measures the asymmetric effect or leverage effect of the shock on volatility.
β3 Coefficient of the accounting variables.
u2t–1 (also RESID(–1)2) Arch term squared error term at time t–1.
ht–1 (also GARCH(–1)) Lagged conditional variance and it indicates volatility clustering.
Source: Researcher’s Compilation, 2019.
Table 2.  Descriptive Statistics of the Variables.
SHARERET EPS OCFPS
Mean 0.276899 3.708225 7.949436
Maximum 28.63000 247.1000 347.3903
Minimum –0.890000 –20.23000 –56.32000
Std. Dev. 1.935160 16.84440 29.57036
Skewness 10.73303 12.07476 7.380557
Kurtosis 138.2758 170.5950 74.49399
Jarque-Bera 403347.0 616432.4 114579.6
Probability 0.000000 0.000000 0.000000
Observations 516 516 516
Source: Researcher’s Compilation, 2019.
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and minimum values of the variables are 
also shown. For share returns, these values 
are 28..63 and –0..89 respectively. The stan-
dard deviation measures how far apart the in-
dividual values are from their mean values. 
For share returns this value is 1..94, imply-
ing that returns deviated from mean value by 
about 1..94% during the examined period. 
Similarly, the EPS deviated by about 16.84% 
and OCFPS by 29.6%.
The descriptive statistics also revealed the 
skewness, Kurtosis (flatness or peakedness) 
and Jarque-Bera statistics and its p-value for 
each variable. Generally, the skewness value 
of zero and kurtosis value of three implies 
that the observations are normally distribu-
ted. Using this benchmark, the results show 
that none of the variables is normally dis-
tributed. This is supported by Engle, Patton 
(2001), who state that kurtosis value ranging 
from 4 to 50 and above is an extreme devia-
tion from normality. However, the skewness 
value is positive for all variables implying 
that they have the tendency to rise than to 
fall and the excess kurtosis implies leptokur-
tic distribution. This result is consistent with 
Mgbame, Ikhatua (2013). The Jarque-Bera 
statistics and its p-value are used to test the 
null hypothesis that the variables are norma-
lly distributed. The p-value is statistically 
significant at the 1% level implying that the 
null hypothesis should be rejected. Therefore 
the variables are not well approximated by 
normal distribution. For this reason, non-li-
near model is more appropriate for the data.
4.1  Correlation matrix
As an extension of the descriptive statistics, 
the correlation matrix is used to analyse the 
direction of the relationship among the varia-
bles of interest and can also be used to detect 
the presence or otherwise of multicollineari-
ty among the independent variables. In gene-
ral, multicollinearity is present if the corre-
lation coefficient exceeds 0..80 (Molyneux 
et al., 2014).
A cursory look at the results in Table 3 
shows that the EPS and OCFPS have a ne-
gative relationship with the share return. 
Specifically, the correlation coefficient of 
–0.006236 between the EPS and SHARERET 
shows that the information contained in the 
EPS decreases volatility in returns. Also, 
the OCFPS has a negative correlation 
(–0.010298) with the SHARERET. There-
fore, it has the ability to decrease volatility. 
However, none of the correlation coefficient 
value exceeds 0.8 and so; there is no problem 
of multicollinearity among the explanatory 
variables.
Model 1: EPS has no significant value rele-
vance on strategic decision and performance.
The study’s first hypothesis is tested using 
the GARCH (1 1) model captured by equati-
ons (4) and (5) with the EPS as the accoun-
ting variable. The results are presented in 
Table 4. In the mean equation of the result 
in Table 4, the coefficient of the lagged va-
lue of return (RET (–1)) is positive, yet not 
statistically significant. However, it implies 
Table 3.  Correlation Matrix.
SHARERET EPS OCFPS
SHARERET    1.000000
EPS –0.006236  1.000000
OCFPS –0.010298  0.177826  1.000000
Source: Researcher’s Compilation, 2019.
Table 4.  Results of the GARCH (1 1) Model on the 
EPS and Strategic Decision and Performance.
Variables Coefficient z–statistic Probability
Mean Equation
C 0.207056 0.815237 0.4149
RET(–1) 0.016393 0.150370 0.8802
Variance Equation
C   1.992982   1.105962 0.2687
RESID(–1)2 –0.005643 –4.986822   0.0000*
GARCH(–1)   0.564466   1.428578 0.1531
EPS –0.011184 –3.025721   0.0025*
*Significant at 1% level. 
Source: Researcher’s Compilation, 2019.
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that current returns are influenced by previ-
ous returns, but the influence is a weak one. 
In the variance equation, the estimate of the 
EPS(β3), which is –0.011184, is negative, 
meaning that the information conveyed by 
this financial variable reduces stock price 
volatility. 3 is statistically significant at the 
1% level, as the probability value of the 
z-statistic, 0.0025, is less than 0.01. On the 
basis of this evidence, the null hypothesis 
that EPS has no significant value relevance 
is not accepted.
Model 2: OCFPS has no significant value 
relevance on strategic decision and perfor-
mance.
Again, using the GARCH (1 1) model 
captured by equations (4) and (5) with the 
OCFPS as the financial variable, the result is 
as presented in Table 5.
Table 5 shows the results of operating cash 
flow on stock price volatility. The results of 
the mean equation show that past returns do 
influence the current return, though the in-
fluence is not very pronounced because the 
estimate is positive, yet not statistically sig-
nificant. The estimate of the financial varia-
ble OCFPS, as shown in the variance equa-
tion panel, is –0.011206. This negative value 
means that the OCFPS reduces stock price 
volatility. The statistical significance of the 
OCFPS determined by the probability value 
of the z-statistic shows that it is statistically 
significant at the 1% level. With this result, 
the hypothesis that the OCFPS has no signi-
ficant value relevance on strategic decision-
-making and performance is not accepted.
Model 3: EPS and OCFPS have no signifi-
cant influence on strategic decision and per-
formance.
To test this hypothesis, the GARCH (1 
1) model is implemented with the EPS and 
OCFPS combined as the financial variables. 
The results are presented in Table 6.
From Table 6, the mean equation shows 
that the lagged value of return (RET (–1)) 
is positively related with the current return. 
However, the probability value of the z-sta-
tistics 0.9270 shows that it is not statistically 
significant as it is greater than 0.05. In the 
variance equation, the coefficient of the two 
accounting variables, the EPS and OCFPS, 
are negative with the values of –0.010129 
and –0.007719 respectively, meaning that 
more extensive information conveyed by 
the EPS and OCFP is related to lower stock 
price volatility. However, only the EPS is 
significant at 5% level. With respect to the 
fact that both financial variables reduce stock 
price volatility and at least one is statistically 
Table 5.  Results of the GARCH (1 1) Model on the 
OCFPS and Strategic Decision and Performance.
Variables Coefficient z–statistic Probability
Mean Equation
C 0.347595 1.369740 0.1708
RET(–1) 0.011723 0.105936 0.8156
Variance Equation
C   1.950157   4.478524 0.0000*
RESID(–1)2 –0.005653 –10.70039 0.0000*
GARCH(–1)   0.571439   5.979279 0.0000*
OCFPS –0.011206 –16.51003 0.0000*
*Significant at 1% level. 
Source: Researcher’s Compilation, 2019.
Table 6.  Results of the GARCH (1 1) Model on 
the EPS and OCFPS and Strategic Decision and 
Performance.
Variables Coefficient z–statistic Probability
Mean Equation
C 0.274755 0.957634 0.3413
RET(–1) 0.014156 0.091653 0.9270
Variance Equation
C   2.447352   1.752874 0.0796
RESID(–1)2 –0.007009 –1.530742 0.1258
GARCH(–1)   0.568331   2.295841   0.0217*
EPS –0.010129 –2.069338   0.0385*
OCFPS –0.007719 –1.295782   0.1951
*Significant at 5% level. 
Source: Researcher’s Compilation, 2019.
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significant, we can reject the hypothesis that 
the EPS and OCFPS have no significant in-
fluence on strategic decision-making and 
performance.
4.2  Discussion
A detailed look at the result of model 1 in 
Table 4 revealed that the news announce-
ment effect captured by β1(RESID (–1)2) also 
referred to as the ARCH effect or spillover 
effect is negative and significant at the 1% 
level. Implicitly, there is a negative relation-
ship between the past conditional variance 
and the current conditional variance, i.e. the 
past conditional variance reduces the current 
conditional variance. The GARCH (–1) pa-
rameter β2, which explains the persistence of 
past volatility, is not significant. The estimate 
of the EPS (β3) is negative, meaning that the 
information conveyed by this financial varia-
ble reduces stock price volatility. This is also 
evident from the rate at which the impulse 
response function decays, normally calcula-
ted as β1 + β2. This value is 0.558823, which 
is quite low, as it is far from unity. Implicitly, 
shock dies down quickly and if there is a new 
shock, it will have an impact on the return 
for a short period. A stock market exhibiting 
this is symptomatic of a market where recent 
information is more important than old infor-
mation. β3 is also statistically significant at 
the 1% level, which makes the EPS value re-
levant information in strategic decisions and 
performance of the firm. Therefore, the EPS 
conveys significant value relevant informa-
tion in strategic decisions affecting firm per-
formance. This result concurs with Mgbame, 
Ikhatua (2013) or Wang et al. (2013), who 
used the OLS for the Chinese market, Sheh-
zad, Ismail (2014), who used the panel least 
square regression for the Pakistani market, 
and Ali (2017) for the Tunisian market.
The results of the OCFPS analysis on 
strategic decision-making and performan-
ce presented in Table 5 shows all estimates 
in the variance equation to be statistically 
significant at the 1% level. The value of β1 
(measure of the spillover effect) is negative, 
meaning that the size of the impact of past 
shock on the current volatility is reduced. 
Again, there is weak volatility clustering 
from this variable, as β1 is negative whi-
le β2, the persistence or response function, 
is positive. The sign of the estimate of this 
financial variable is negative, meaning that 
the OCFPS significantly reduces stock price 
volatility. In all, the results show that infor-
mation contained in operating cash flow is 
value relevant for strategic decision-making 
and performance. This result corroborates 
Wahlen, Wieland (2011), Khaled (2012), and 
Omokhudu, Ibadin (2015), who reported that 
the OCFPS has significant influence on the 
share price.
The results of the combination of the two 
financial variables to examine their joint im-
pact on strategic decision-making and per-
formance is presented in Table 6. In the va-
riance equation panel, the coefficient of the 
lagged value of the residual squared (β1) is 
negative, yet not significant. β2, tthe coeffici-
ent of the first order GARCH term) is posi-
tive and statistically significant at 5% level. 
Again, the impulse response function, which 
is the sum of β1 and β2, is 0.561322 and it is 
quite low implying that the shock from these 
financial variables dissipates quickly. The 
coefficients of the two variables, the EPS 
and OCFPS, are negative, yet only the EPS 
is significant at 5% level. Implicitly, the two 
variables negatively influence share price 
volatility. They both contribute to reducing 
volatility with the stronger influence coming 
from the EPS when they are combined to-
gether in decision-making. Again, turning to 
the estimates β1 and β2, if they are both po-
sitive and significant, then there is volatility 
clustering. However, the statistical evidence 
here suggests weak volatility clustering, as 
only the persistence or response function 
(β2) is positive and significant. It is therefo-
re symptomatic of a situation where old in-
formation is equally as important as recent 
information to decision makers. Clearly, the 
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null hypothesis is not accepted and this result 
is consistent with Omokhudu, Ibadin (2015), 
though they used pooled and panel data re-
gression techniques.
5.  Conclusion
This paper has attempted to examine value 
relevance of financial information for a fir-
m’s strategic decision-making and perfor-
mance. The management expects their or-
ganization’s information system to provide 
support to decision making. The financial in-
formation system is not an exception. Using 
this background, the value relevance of such 
information is worth investigating. To exa-
mine this, a non-linear asymmetric GARCH 
(1 1) model was used on the financial infor-
mation contained in the EPS and OCFPS. 
The findings of the study provide evidence 
that the information conveyed by the EPS 
and OCFPS are individually and jointly va-
lue relevant for strategic decisions.
Accordingly, it is recommended that finan-
cial information be prepared according to 
available standards, rules and regulations. In 
this context, the regulatory body of account-
ing activities should ensure compliance with 
relevant accounting standards. Enforcement 
of compliance through sanctions should be 
put in place. Notwithstanding, this study has 
used data of firms spread across all the eco-
nomic activity sectors of the Nigerian stock 
market. The peculiarities of the different se-
ctors have therefore not been highlighted. 
This is considered a limitation to this study 
which is hereby recommended for future 
researchers. In this regards, further studies 
could be conducted to address the concerns 
of this current study by expanding the scope 
to also look at the possible impact which di-
fferences in firms’ operation, sector or major 
lines of businesses may have on our findings.
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